Academic research into firms that have gone public has been focused on the study of two anomalies: initial underpricing and long-run underperformance. The first aim of this study is to analyse all the Spanish Initial Public Offerings(IPOs) during the period 1987-1997, with a sample consisting of 56 firms, in order to provide additional evidence on the long-run performance of IPOs. Nevertheless, since several works have reported the existence of a relationship between the two anomalies of the IPOs -shortrun underpricing and long-run underperformance-we have also analysed the initial returns of the IPOs.
INTRODUCTION
Works that have analysed firms´ going public have revealed, with more or less homogeneity, the existence of two anomalies. First, the existence of a high initial returns on Initial Public Offerings (IPOs) has been reported at an international level. That is, on average the shares of firms that have gone public have been offered to investors at prices considerably lower than the price that they later trade at on the stock market 1 . Following the works of Ibbotson (1975) and Ritter (1984) , numerous researchers have revealed that in different countries and at different moments in time the phenomenon of the underpricing of IPOs is a generalised phenomenon. Thus, Table 1 compiles some of the works that have analysed the initial returns of going public and their results.
INSERT TABLE 1 Second, more recently, different studies have analysed the long-run performance of IPOs. This analysis has consisted in comparing the returns of the IPOs following their flotation 2 with the returns provided by other firms or portfolios of firms that have not carried out a flotation, giving rise to the second of the anomalies attributed to IPOs which consists in that these usually present lower long-run returns than those of firms that have not gone public. That is, investors seem to obtain losses due to holding shares of the firms that have recently carried out an IPO compared to those firms that have not done so. Taking as a starting point the work of Ritter (1991) , a series of studies have revealed the existence of negative long-run abnormal returns for firms at five years following the IPO. This phenomenon has been reported in both the USA and other markets.
Less evidence exists regarding the analysis of characteristics that enable the identification of the good or bad long-run performance of IPOs. Bhabra and Pettway (2000) have analysed the usefulness of the IPO prospectus information concluding that the characteristics of firms such as size, R+D spending, and free cash flow are more significant than the characteristics of the offer when predicting the long-run performance of IPOs. This paper has a twofold aim. On the one hand, to analyse the long-run performance of the Spanish IPOs made during the 1987-1997 period. On the other hand, the study of the influence of the IPO prospectus information regarding the long-run returns of the IPO constitutes the second objective of this work.
The initial returns of Spanish IPOs have been analysed by a series of authors such as Freixas and Inurrieta (1991) , Rahnema et al. (1993) , Arcas and Ruiz (1999) , Ansotegui and Fabregat (1999) and Álvarez (1999) . A summary of these works and of the results obtained are presented in Table 2 . In general, the cited works reveal the existence of positive initial returns, that can be situated at around 11%, in line with the evidence reported in other countries. In turn, Planell (1995) analyses the determinants and effects of going public in Spain.
INSERT TABLE 2
Evidence on the long-run performance of IPOs in Spain is more limited. Farinós (1999) analyses the long-run returns of a sample made up of 18 IPOs and 24 SEOs made by Spanish firms between 1993 and 1997. Ansótegui and Fabregat (1999) analyse the long-run performance of the IPOs taking as a benchmark a market index and an industrial index. In this context, the present work analyses the long-run performance of the IPOs that took place at the Madrid Stock Exhange between 1987 and 1997 -the sample is made up of a total of 56 firms-using for this different measures of long-run performance and different benchmarks for the calculation of abnormal returns.
The rest of the work is structured in the following way: in the next section we discuss the previous evidence concerning the long-run performance of IPOs, as well as the main methodology questions that affect the measure of long-run returns. Section 3 analyses the possible influence of the information contained in the prospectus deposited in the Comisión Nacional del Mercado de Valores (C.N.M.V.-Spanish Security and Exchange Commission) on the long-run performance of the IPO. Section 4 presents the database under study and its fundamental characteristics. The different methodologies used to estimate the long-run returns are commented on in Section 5. The results obtained are presented in Section 6 for underpricing, in Section 7 for those referring to long-run performance and in Section 8, for the effect of the information in the IPO prospectus on the long-run performance of the IPO. The main conclusions of the study are drawn in the final section. Ritter (1991) reports the long-run low returns -in the first three years of trading-on the stocks of those firms that carry out IPOs, compared to those obtained by firms that have not performed IPOs. In particular, the strategy consisting in investing in IPOs at the end of the first day´s trading and holding them for three years would produce a wealth of 83% compared to that obtained investing during the same period in a group of control firms belonging to the same sector and with a similar market value 3 . Ritter suggests that these low long-run returns of IPOs is in line with the going public of many firms coinciding with the existence of a relevant interest in certain sectors, that implies that investors can be periodically over-optimistic regarding the potential profits of new firms.
LONG-RUN RETURNS OF THE IPOS
The evidence contributed by Ritter (1991) seems to be internationally applicable following the works by Levis (1993) and Aggarwal et al. (1993) , that report that the low long-run returns of IPOs is not a phenomenon unique to the United States, but is also applicable to countries such as Great Britain, Chile or Mexico. Table 3 summarises some of the works that have analysed the long-run performance of IPOs and their results, showing that with the exception of the cases of Sweden and Korea that present positive abnormal returns, the rest of the studies reveal that the returns of the IPOs, adjusted for the return of the market or for the return of firms' portfolios that are homogeneous in terms of some characteristic, are negative. Consequently, despite the fact that IPOs represent exploitable investment opportunities if the stocks are purchased at the price set in the initial offer, the empirical evidence seems to reveal that they should not be held in the long run.
INSERT TABLE 3
Recently, the analysis of the long-run returns is directed towards a methodological approach. Thus, Barber and Lyon (1997) , Kothari and Warner (1997) , Lyon et al. (1999) , Fama (1998) and Loughran and Ritter (2000) have argued that the method of performance measurement influences both the magnitude of the abnormal returns as well as the size and power of the statistical test. In this context, Brav et al. (2000) have revealed that there do not exist low long-run returns of the IPOs. Thus, these firms obtain long-run returns that are similar to those obtained by firms that have not gone public if the comparison is made in terms of size and book-to-market ratio of firms. This result reveals that the return patterns of firms that have carried out IPOs are not different to those of firms that have not done so and that the results found in previous works are motivated by the long-run returns measures used.
There exist diverse methodological questions that affect the estimation of long-run returns:
! Use of cumulative abnormal returns (CARs) or buy-and-hold returns (BHR) 4 . Barber and Lyon (1997) , Lyon et al. (1999) , Kothari and Warner (1997) and Fama (1998) analyse the alternatives used for the measure of abnormal returns, although there is no consensus as to the preferred method. Some of these works -for example, Fama (1998) -justify the use of cumulative abnormal returns (CARs) since it would produce fewer spurious rejections of market efficiency than the use of buy-andhold returns calculated from compounding monthly returns in a single period. There also exists a greater knowledge of the distribution properties and the statistical tests for CARs. Thus, Brav et al. (2000) state that buy-and-hold returns tend to over-estimate the long-run underperformance of IPOs. However, Barber and Lyon (1997) emphasise the advantage of BHRs for measuring the investor´s experience, as the use of mean monthly calendar-time returns or their sum (cumulative returns) does not adequately measure the returns obtained by an investor who holds a stock for a long period of time.
According to these authors, the returns obtained by an investor in the long run are better approximated by the compounding of the simple returns in the short run. They also state that cumulative abnormal returns are a biased predictor of BHRs. This work, and given that there does not exist consensus as to the approach, uses both buy-and-hold returns when comparing the long-run returns of IPOs with those of the different benchmarks used -market indexes, firm portfolios and control firms-and cumulative abnormal returns when using the Fama and French three-factor model(1992, 1993) or constructing calendar timemonthly-portfolios.
! Value-weight or equally-weighted portfolios. Loughran and Ritter (2000) show that the choice of the weighting method is a relevant question. If the interest is focused on quantifying the change in the average wealth of the investor as a consequence of a certain event, the correct method would be value weighting. However, if the interest lies in the implications of a potential stock market mispricing, a method based on equally weighted returns would be more appropriate. In order to give the greatest possible robustness to the results obtained we have used both weighting schemes.
! Use of portfolios or control firms. Barber and Lyon (1997) state that the use of control firms of a similar size and book-to-market value produces well specified statistical tests in all the situations considered. Besides, they observe significant biases in the statistical tests when the abnormal returns are estimated using a portfolio as a benchmark, as for example a market index. The biases in the statistical tests are due to three reasons: new listing bias, rebalancing bias and skewness bias 5 . These biases are not present when comparing each firm that performs an IPO with another firm which is similar in size and book-to-market value and that has not carried out an IPO. Nevertheless, we have also used for the calculation of the abnormal returns, size and book-tomarket portfolios. In the latter case, and in order to avoid the bias of a new listing bias we have excluded firms that had performed an IPO for the construction of portfolios. Besides, the skewness in the abnormal returns is more marked when the BHRs are calculated. For this reason, we use time series of returns 6 when applying the three-factor model proposed by Fama and French (1992, 1993) or constructing themonthly-calendar-time portfolios.
! Cross-sectional correlation of returns. Brav (2000) reveals that the series of long-run returns are not independent since there exists a time coincidence of the returns and this can lead to a poor specification of the statistical tests. In turn, Fama (1998) and Lyon et al. (1999) state that the use of methods that take into account time series of returns eliminates the problem of cross-sectional correlation between the firms in the sample since the returns are aggregated in portfolios and 5 The new listing bias arises since the portfolios used as a benchmark include firms that have a short trading history in the stock market and these stocks tend to present low abnormal returns (Ritter, 1991) . The rebalancing bias arises because the compounding of the returns on the portfolio assumes a periodical rebalancing of the portfolio weightings, whereas the returns of the firm that carries out an IPO are compounded without rebalancing. In this sense, Canina et al (1996) show that the rebalancing bias is more marked when using daily and not monthly returns. Finally, the skewness bias refers to the fact that a skewed distribution of the abnormal returns, prompted by the presence of extreme values in the returns of the firms in the sample, the distribution of the Student´s t test is skewed with a mean less than one.
6 That is, returns without compounding to obtain BHRs.
produce more robust statistical tests in non random samples. For these reasons, two methods have been used that group the returns of the IPOs in calendar-time portfolios. These two methods are: the FamaFrench three-factor model and the construction of monthly -calendartime portfolios.
In short, just as pointed out by Fama (1998) , all the methods used for the estimation of abnormal returns are subject to problems arising from the poor specification of the models and no method is able to minimise these problems for all classes of events. Even close models, such as the Fama-French threefactor model and benchmarks matched on size and book-to-market ratio, since they both control for variations in the returns motivated by these two variables, give rise to different estimations of the abnormal returns (Fama, 1998) . In this work we have opted to use a wide range of methodologies and variations of these, in order to give the greatest possible robustness to the estimations.
PREDICTION OF LONG-RUN PERFORMANCE OF IPOS
Diverse works 7 have analysed the influence of the characteristics of going public on the underpricing of IPOs, revealing that the variables concerning both the offer -the underwriter´s reputation, offer size, time of issue-and the firm -sales, number of subsequent SEOs, level of debt, age-have an influence on the level of underpricing. In turn, Jain and Kini (1994) examined the operating performance of the firms that had recently gone public, stating that the post-IPO operating performance is lower than pre-IPO one. This result is consistent with the low long-run returns of IPOs.
The going public of firms presents a high component of information asymmetry between investors and issuers. Rao (1993) states the scarcity of methods contributing information on the firms in the years prior to the IPO 8 . This lack of information on the issuer obliges the investors to trust in the information compiled in the IPO prospectus. Nevertheless, few studies have researched the usefulness of the information provided in the issue for evaluating the long-run performance of the IPO.
In the Spanish capital market, before performing an IPO, firms have to draw up a detailed information prospectus that has to be approved by the Spanish Securities and Exchange Commission (Comisión Nacional del Mercado de Valores -C.N.M.V.) and that is valid for six months. This prospectus provides information on the offer itself, the operating and financial history of the firm, the accounting information at the end of the year prior to the IPO, the firm´s ownership structure and the risks associated to the new investments of the firm. In particular, the information prospectus of an IPO contains the following parts:
! Chapter I: People assuming legal responsibility for the prospectus. The information prospectus is a legal document that protects the issuer and the underwriter, as this is written proof that the investor was provided with all the information concerning the offer. Despite the fact that the investors know that the most accurate information on the issuing firm is found in the information prospectus, Bhabra and Pettway (2000) point out that there can exist certain scepticism as to the value of its information content due to the scarce operating history of the firms that carry out the IPO. However, this problem is less relevant in the Spanish capital market, as compared to the USA market, the firms that carry out an IPO usually have a longer operating history 9 .
In this work we examine the usefulness of the accounting information for the year prior to the issue and of the characteristics of the offer contained in the information prospectus, in order to determine the long-run success or failure of an IPO; defining success or failure as the existence of positive or negative long-run returns adjusted for normal or expected returns. Our objective is to determine whether the information contained in the IPO prospectus can be adequately used by an investor to develop a strategy of investing in an IPO over an investment horizon. We have examined the value of the information contained in the prospectus to identify the firms that obtained good and bad performance in the 3 and 5 years following the IPO. In particular, we have researched the usefulness of the following information contained in the prospectus:
! Accounting information on the operating and financial performance: size of the firm, returns on assets, return on equity, level of debt, market-to-book ratio and earnings.
! Information on the offer itself: size of the offer, percentage of shares issued and reputation of the underwriter.
! Other information: age of the firm, sector of activity, time of issue, initial returns of the IPO and number of SEOs made by the firm from the IPO to the end of the study period. The IPOs in Spain are carried out by firms with an average operating history of 33 years, understanding as such the time elapsed since the firm's foundation -data that appears in the prospectus-to the time of its listing on the Stock Exchange (Table 5 ). This feature coincides with the evidence contributed by Loughran et al. (1994) , who in their comparative study of the IPOs performed in 25 countries, show that in the countries of Continental Europe, most of the firms that enter the market are more mature, larger and more established than those of the United States or the United Kingdom. The average age of the firms that carry out IPOs in Continental Europe is 50 years, which contrasts with the case of the USA where firms carrying out an IPO have an average of 6 years' operating history (Loughran et al., 1994) .
INSERT TABLE 5 10 We have excluded the Corporación Financiera de Servicios (Cofiser) and GDS Leasinter as we do not have available the stock prices data necessary for obtaining the post-IPO stock returns at least in one of the three investment horizons considered (1, 3 and 5 years).
11 See Ritter (1984b) , who analyses the IPOs in the United States in the period 1960/82, observing that these were much more numerous during the years 1960/61, 1968/73 and 1980/81 than in 1962/67 and 1973/79 . In European economies, Loughran et al. (1994) show this particular evolution of IPOs in the United Kingdom (1985 /88), Italy (1986 and France (1985/87) among other countries.
METHODOLOGY Stock returns are calculated for two intervals:
! At the initial moment, defined as the return obtained by an investor who buys shares in the offer and sells them at the closing price of the first day´s trading.
! Long-run returns of the IPOs of shares, for which three investment horizons are set at 12, 36 and 60 months after the first day´s trading 12 .
There is a considerable variation in the measures of abnormal returns and the statistical tests that empirical researchers use to detect long-run abnormal stock returns. Recently, Barber and Lyon (1997) , Kothari and Warner (1997) , Lyon et al. (1999) , Fama (1998) , Loughran and Ritter (2000) and Brav et al. (2000) have shown that the method of performance measurement influences both the magnitude of the measured abnormal performance as well as the size and power of the statistical test. Due to the fact that all methods used present some inconvenience, in this paper we have used a wide number of methodologies and benchmarks in order to examine the robustness of IPO performance with respect to various model specifications. So, following the papers of Barber and Lyon (1997) , Kothari and Warner (1997) , Fama (1998) and Lyon et al. (1999) we have used these three methods:
! We calculate the long-run abnormal returns as the return on a buyand-hold investment in the sample firm less the return on a buy-andhold investment in a benchmark.
! Calendar-time portfolios.
! The Fama-French Three-Factor Model.
Buy-and-hold returns (BHR)
The long-run event studies of stock returns aim to assess the value of investing in the average sample firm with respect to an appropriate benchmark over the horizon of interest, that is why the correct measure is the buy-and-hold return (Barber and Lyon, 1997) . Long-term investor experience is better captured by compounding short-term returns to obtain long-term buy-and-hold returns. In addition, cumulative abnormal returns are biased predictors of long-run buy-and-hold abnormal returns.
The long-run returns are calculated monthly compounding during 12, 36 and 60 months after the IPO, and they are adjusted by the normal return:
12 Zero moment is the time of the offer and the following period includes the following 12, 36 or 60 months. The reason behind the choice lies in the fact that these have been the periods mostt frequently used in other works, therefore facilitating comparisons. In each of the time horizons analysed we considered only those firms that were not excluded from trading. If the stocks were excluded before 12 months they did not form part of the sample, for this reason two firms were excluded: Cofiser and GDS Leasinter.
Where Rit is the return on security i in month t, N is the number of securities, T is the number of months (12, 36 and 60 months) 13 , ti is the date of the closing price on the first day of trading and E(Rit) is the expected or normal return. We have considered different ways of calculating the expected return:
! A value-weighted market index (IGBM), embracing over 95% of the Madrid Stock Market and an equally-weighted market index.
! We form size and/or book-to-market portfolios. We measure firm size as the market value of common equity -shares outstanding multiplied by closing price-and we use the book value of common equity reported on the firm's balance sheet divided by the market value of common equity.
! We use as an alternative a control firm approach, in which sample firms are matched to a control firm on the basis of size and book-tomarket ratio.
Portfolios are constructed in terms of the size and book-to-market ratio that are reconstituted in July of each year. Size is measured in June of each year as the market value of equity, calculated as the number of shares outstanding times the stock price the last day of June of each year. The book-to-market ratio is calculated in December of each year.
Size portfolios have been obtained by classifying the firms listed at the Madrid Stock Exchange in the period 1987-1997 according to the market value of equity in June of each year and creating size quintiles. In July of each year the firm that has carried out an IPO in the previous five years is allocated to a size quintile, taking as benchmark the mean return of the firms included in the corresponding quintile. The procedure followed in order to form portfolios in terms of the book-to-market ratio was similar, with the only difference being that the book-to-market ratio was calculated in December of each year. Later, each firm that had carried out an IPO in the previous five years was allocated to a quintile in terms of its book-to-market ratio.
In turn, for the formation of portfolios in terms of both criteria taken together we used the following procedure. First, the firms were divided according to their size in June of each year into tertiles 14 and within each size tertile the firms are again classified into tertiles created in terms of the book-to-market ratio in December of the previous year. Then, each firm that had carried out 13 For IPOs that took place near the end of the sample period, the compounding of the returns finishes in June 2000.
14 Tertiles and not quintiles are use for portfolio formation is in order to place firms in each of the portfolios formed in terms of both criteria.
an IPO in the previous five years was allocated in July of each year to one of the 9 portfolios formed 15 .
The IPOs are allocated to each portfolio and their returns are compared with those of the portfolio in order to obtain the abnormal return. For the IPOs, the market value of equity is calculated using the stock price at the end of the first month following going public. The book value of equity of IPO firms are obtained from the information prospectuses registered at the C.N.M.V. and correspond to December of the year prior to going public. The distribution of the firms into size and book-to-market portfolios in the month following the IPO can be seen in Table 6.   INSERT TABLE 6 As can be seen, IPOs tend to be concentrated in the portfolio of smaller size and lower book-to-market ratio: a total of 24 IPOs out of the 55 that make up the sample 16 . In particular, the firms in the sample tend to form part of the lower book-to-market ratio, 72.7% of the firms in the sample form part of this segment. In this context, if size and book-to-market ratio are determinants of the stock returns (Fama and French, 1992 and ) the use, to approximate the normal stock returns, of market indexes or portfolios formed in terms of different criteria is inappropiate.
On the other hand, Barber and Lyon (1997) document that matching sample firms to control firms of similar size and book-to-market ratios yield wellspecified test statistics in all sampling situations considered. In this sense, as an alternative to the use of portfolios to estimate stock abnormal return we have used control firms.
Following similar criteria to the construction of portfolios we have chosen a control firm for each firm in the sample (IPO). First of all, firms are placed in the appropriate size tertile based on their June market value of equity. Second, we choose the firm with the book-to-value ratio closest to that of the sample firm. In July of each year this process is carried out.
When the stock abnormal returns are estimated using a market index, portfolios or control firms, we estimate the statistical significance of the stock abnormal returns. To test the null hypothesis that the mean buy-and-hold abnormal return is equal to zero for the sample of IPO firms, we first employ a conventional t-statistic: 15 In order to avoid the portfolios being contaminated by the same firms that form the sample under study we have eliminated the firms that carried out an IPO from the portfolios, during the five years following going public. 16 Only for one firm, Lafarge Coppe, of the 56 making up the sample of IPOs it was not possible to identify the book value of equity in the month following the IPO, and so it could not be assigned to a size and bookto-market portfolio.
n AR
A is the sample mean and ) ( T AR σ is the cross-sectional sample standard deviation of abnormal returns for the sample of n firms. Brav (1997) emphasizes that all existing methods for drawing inferences from BHARs fail to correct fully for the correlation of returns across events not absorbed by the model used to adjust for expected returns. The problem is more severe in long-term BHARs because more firms have events within a large window than within a few days. Fama (1998) and Lyon et al. (1999) consider the use of calendar-time portfolios in order to solve the problem of cross-sectional correlation of returns across events.
Calendar time portfolios
Once it is known the horizon in which we desire to estimate the abnormal return for each calendar month we calculate the abnormal return for each security that had an event in the period -12, 36 and 60 months-. The abnormal return is calculated using the same benchmarks that in the previous case -a value weighted index, an equally-weighted market index, size and/or book-to-market portfolios and a control firm approach-.
Then, we average the abnormal returns for the calendar month across stocks to get the abnormal return for the month on the portfolio of stocks with an event in the last 12, 36 or 60 months 17 :
Where nt is the number of firms in the portfolio in month t, xit is the weight of the stock abnormal returns and it will be equal 1/nt when abnormal returns are equally weighted and MVit/ΣMVit, -MVit is the equity market value of firm i at time t-when abnormal returns are value-weighted. A grand mean monthly abnormal return is calculated:
Where T is the total number of calendar months.
To test the null hypothesis of zero mean monthly abnormal returns, a tstatistic is calculated using the time-series standard deviation of the mean monthly abnormal returns:
17 This implies to re-form the portfolio every month.
The time-series variation of the monthly abnormal return on this portfolio accurately captures the effects of the correlation of returns across event stocks missed by the model for expected returns.
This approach can also be refined to allow for heteroskedasticity of the portfolio's abnormal return due to changes through time in the composition of the portfolio. The solution consists in dividing the abnormal portfolio return for each month by an estimate of its standard deviation. The overall abnormal return is then estimated by averaging the standardized monthly abnormal returns. So, we have obtained a standardized t-statistic.
5.3. Fama and French three-factor model (1992, 1993) The Fama-French three-factor model has been used in several papersWomack (1996), Loughran and Ritter (1995) and Espenlaub et al. (2000) -to estimate the long-term performance of securities.
Assume the event period of interest is five years. For each calendar month, calculate the return on a portfolio composed of firms that had carried out an IPO within the last five years of the calendar month 18 . The calendar-time return on this portfolio is used to estimate the following regression:
Where Rpt is the simple monthly return on the calendar-time portfolio-either equally-weighted or value-weighted-, Rft is the monthly return on Treasury bills; Rmt is the return on a value-weighted market index; SMBt is the difference in the returns of value-weighted portfolios of small stocks -portfolio of firms whose equity market value is less than the median value of the firms quoted at the Madrid Stock Exchange-and big stocks -portfolio of firms whose equity market value is higher than the medium value of the firms quoted at Madrid Stock Exchange-; HMLt is the difference in the returns of value-weighted portfolios of high book-to-market stocks -this portfolio represents the top 30% of all firms on the Madrid Stock Exchange-and low book-to-market stocks -this portfolio contains firms in the lowest 30% of the firms quoted at the Madrid Stock Exchange-19 .
The estimate of the intercept term provides a test of the null hypothesis that the mean monthly excess return on the calendar-time portfolio is zero. 20 18 To determine the return on the portfolio, we have used both an equal and a value weighting of the stock returns. 19 Since it is not necessary to know the size and the book-to-market ratio, this methodology allow us to consider firms with some data missing. 20 Since the number of securities in the calendar-time portfolio varies from one month to the next, the error term in this regression may be heteroskedastic. That is why we use weighted
IPOS INITIAL RETURN
Since there could exist a relation between the two anomalies associated to the IPOs, it is fitting to analyse the two types of anomalies together . For this, we have calculated the initial returns of the Spanish IPOs between 1987 and 1997, as the difference between the closing price of the stock on the first day of trading and the issue price of the IPO, compared to the latter.
INSERT TABLE 7
As shown in TABLE 7, the average underpricing of the IPOs in the Spanish capital market during the study period is 12.29%, a percentage that indicates the returns that, on average, would be obtained by an investor that had bought the stocks in the offer and sold them at the end of the first day´s trading. The initial returns adjusted for the market return, measured as the return obtained by the General Index of the Madrid Stock Exchange (IGBM) in the same period, is 11.77%. This result is in line with the initial return obtained by most of the works commented on in Section 1 of this work. Table 8 shows the results obtained when using buy-and-hold returns (BHR) that capture the return obtained by the investor when purchasing the IPO stocks the day following the issue and holds them for a time horizon of 1, 3 or 5 years. As can be seen in the Table, different alternatives have been used in the calculation of the expected returns: a value weight market index (IGBM), an equally-weighted index of the Madrid Stock Exchange, a size portfolio of firms (market value of equity), a book-to-market portfolio of firms, a size and book-to-market portfolio of firms and control firms selected in terms of the same criteria.
LONG-RUN PERFORMANCE OF THE IPOS

Results using buy-and-hold returns (BHR)
INSERT TABLE 8
The results reveal, independently of the benchmark used, the existence of abnormal returns which are not statistically significant and mostly positive, in the first year of stock trading, a result in line with the non-existence of longrun underperformance of IPOs one year after going public.
However, in the other two horizons considered, that is 3 and 5 years, we observe the existence of negative abnormal returns, with values between -14.16% and -29.55% for the case of 3 years and between -4.14% and -37.05% when the horizon is 5 years, values that in some cases are statistically significant. Thus, it can be observed that these negative abnormal returns are not determined by a few observations, but rather that approximately three quarters of the sample presents negative returns. least squares estimation, where the weighting factor is based on the number of securities in the portfolio in each calendar month. Table 8 also compiles the wealth relative ratios that are the ratio of the mean returns of the IPO for a period and of the mean return of the respective benchmark in the same period and that are calculated according to the following expression:
Where WRT is the wealth relative ratio for the period between t=1 and t=T being T, alternatively, 12, 36 or 60 months; Rit is the return of firm i in month t after its flotation; Rmit is the return on the index, portfolio of firms or control firm in month t after the flotation of firm i and N is the number of IPOs.
It can be seen that independently of the benchmark used, in the periods of 3 and 5 years the wealth relative ratio are less than one. In particular, the wealth relative ratio at 3 years using as a benchmark a size portfolio is 0.764 and 0.801 using a size and book-to-market portfolio. This result is in line with those obtained in other works. Thus, Ritter (1991) reports a wealth relative ratio, 3 years after the IPO, of 0.831 for the 1526 IPOs analysed for a size and industry portfolio.
If we analyse the buy-and-hold returns and the wealth relative ratios at 5 years of the IPOs in terms of the year of flotation (Table 9 ) it can be observed that with the exception, in general, of the years 1987 and 1988, the rest of the years and for most of the benchmarks, except some of the year 1990, using the wealth relative ratios are lower than one, revealing the long-run underperformance of the IPOs. The mean returns at the end of 5 years for the IPOs is 23.6% whereas any of the different benchmarks analysed present returns between 27.7% for the equally-weighted index and 61.5% for a bookto-market portfolio 21 . Thus, the wealth relative ratios at 5 years for the complete period oscillate between 0.77 for a book-to-market portfolio and 0.97 for an equally-weighted market index. The results reported are similar to those reflected in other works. Thus Loughran and Ritter (1995) reveal, for their study on 4,753 IPOs in the US market in the period 1970-1990, a wealth relative ratio of 0.70 for a control firm matched in terms of the firm´s market value. In this work, the wealth relative ratio at 5 years for a size portfolio is 0.78. 9 21 In this sense, an investor who invests in IPOs at the end of the first day´s trading at the market price should invest 27.35% more than investing, at the same time, in firms of a similar size that have carried out an IPO, if he wishes to obtain the same wealth at the end of five years. The returns and wealth relative ratios when using a control firm take more extreme values, which can be explained by the existence of a greater variability in the returns of a single firm than of a portfolio of firms.
INSERT TABLE
In short, the use of buy-and-hold returns to estimate the long-run returns of Spanish IPOs reveals the non-existence of underperformance at 12 months for the different benchmarks considered. In turn, if we consider the periods of 36 and 60 months we observe negative abnormal returns that reach, only in some cases, significant values. This result is consistent with the literature on long-run underperformance in the international context (TABLE 3).
Results using Calendar-time portfolios
Long-run abnormal returns in this case have been calculated taking into account the correlation between the returns of different firms through the formation of calendar time portfolios (monthly) with the firms that have made an IPO, alternatively, in the previous 12, 36 or 60 months. The results reflected in Table 10 reveal the non-existence of long-run underperformance of IPOs when performance is calculated as the return of a portfolio composed in each month by the stocks of those firms that have carried out an IPO in the previous five years.
INSERT TABLE 10
Thus, it can be observed that when the calendar time portfolios (monthly) are formed equally weighting the abnormal returns of the firms -Panel A-, the IPOs tend to have a return at 5 years lower than that obtained by the benchmarks considered, with the exception of the IGBM (value weighted market index) and the equally-weighted index of the Madrid Stock Exchange. Nevertheless, none of the values obtained for the abnormal returns is statistically significant. However, when the monthly portfolios are formed weighting for the firm's market value we can state the existence of positive significant abnormal returns when using the IGBM (value weighted market index) or the equally weighted index as a benchmark. In particular the mean monthly calendar-time abnormal returns are 1.86% for the IGBM and 2.03% for the equally-weighted index.
The existence of higher positive returns at 5 years when the monthly portfolios are formed weighting the firms for market value than when using a pattern of equal weighting reveals a lower long-run underperformance in the IPOs made by smaller firms.
Results which are totally similar appear when considering periods of 36 and 12 months (TABLES 11 and 12). Thus, a non-existence of abnormal returns occurs in both periods when using an equal weighting scheme in the formation of portfolios and the abnormal returns are increased even reaching significant positive values when using the IGBM (value weighted market index) or the equally-weighted index as a benchmark and weighting the returns of the firms in terms of their market value, showing a better performance of the long-run returns of larger firms.
INSERT TABLES 11 Y 12
Another noteworthy fact revealed by the results is that in the three periods analysed -12, 36 and 60 months-when the portfolios are formed weighting for the market value and the IGBM (value weighted market index) or equallyweighted index is used as a benchmark the returns are significant and positive. However, this significance disappears when using any other benchmark to estimate the abnormal returns 22 . The fact that the sample under study is composed of small firms with a low book-to-market ratio can explain this result. If the factors of size and book-to-market ratio are determinants of the returns on the stocks then the use of an index that takes all the firms into account can over-estimate the abnormal returns.
In short, the use of calendar-time portfolios enables us to conclude the nonexistence of long-run underperformance of Spanish IPOs. Although the results obtained are practically invariable regardless of the period or benchmarks used, some differences can be pointed out. Thus, on the one hand, the construction of calendar-time portfolios -monthly-weighted by market value tends to produce greater positive abnormal returns than when the portfolios are formed equally weighting the firms that have carried out an IPO. A result in line with a higher long run performance of the larger firms.
On the other hand, the market indexes tend to produce greater abnormal returns than the rest of the benchmarks used -size portfolios, book-to-market portfolios, size and book-to-market portfolios and control firms-, motivated by the particular composition of the sample of the IPOs analysed regarding these criteria.
The comparison of the long-run performance of IPOs depending on whether they are calculated as buy-and-hold returns or as mean monthly returns reveals that the first of the methodologies analysed gives rise to a more marked long-run underperformance of the IPOs. This result is in line with the conclusions drawn by Brav et al. (2000) , as in their case the BHARs tend to magnify the long-run underperformance. (1992, 1993) The results obtained (Table 13 ) using the Fama and French three-factor model (1992, 1993) state the non-existence of long-run abnormal returns, since regardless of whether the dependent variable is the return weighted by value or equally weighted, the intercept takes positive although not statistically significant values.
Results using the Fama and French three-factor model
INSERT TABLE 13
Nevertheless, only the market premium is significant, as neither the SMB nor HML have statistically significant coefficients. These results are consistent with those reflected in Menéndez (2000) where it is revealed that the threefactor Fama and French model provided worse results when applied to small firms with low book-to-market ratios. As we mentioned above, our sample of IPOs is basically made up of small firms with low book-to-market ratios.
In summary, the use of mean monthly calendar-time returns instead of buyand-hold returns reveals the lack of existence of long-run underperformance of the IPOs regardless of the period, the benchmark, or the weighting method used. When using buy-and-hold returns, there exist negative abnormal returns that are occasionaly significant in the periods of 36 and 60 months. Nevertheless, when using the other two methodologies -calendar-time portfolios and Fama and French three-factor model-that are based on the calculation of mean monthly calendar-time returns the non-existence of longrun performance is stated. Although the general conclusion is the lack of existence of long-run underperformance in the Spanish case, the magnitude of the long-run abnormal returns depends on the methodology used and to a lesser extent on the weighting method and the benchmark used for the adjustment of the returns on the IPOs. Consequently, the existence or otherwise of long-run underperformance in IPOs is a question of methodology that depends on the form of estimating the long-run abnormal returns. This conclusion is similar to that contributed by Brav et al. (2000) when stating that the use of buy-and-hold returns tends to over-estimate the abnormal returns.
LONG-RUN PERFORMANCE AND IPO PROSPECTUS INFORMATION
The second aim of this work is to determine whether the information available to the investors at the time of the IPO, and compiled in the information prospectus of the offer, can be used to predict the long-run performance of the firms´ shares and, consequently, be able to distinguish at the time of purchasing the stocks, the firms that will have a good long-run performance from those that will experience low returns. For this, we have used the logit analysis, in order to determine whether the information contained in the Stock Exchange admission prospectus is useful for detecting future "winners" or "losers", that is, firms that will have good or bad long-run performance, respectively.
We have estimated the logit models using as independent variables both the characteristics of the firm and those of the initial offer and the results of the analysis are compiled in Table 14 . In model 1, the dependent variable takes a value of 1 when the firm is a winner and a value of 0, when it is a loser, based on the fact that the Stock Exchange value in the five years following the IPO are positive or negative, respectively. This model presents the results with all the independent variables proposed as explanatory of the firm´s long-run performance. In the second model there only appear the results with the statistically significant regressors and, finally, column three contains the results of the estimation taking as an independent variable a dummy variable that takes a value of 1 if the returns obtained by the firm in the three years following the IPO is greater than those considered normal. The returns are corrected for the returns of a comparable portfolio of firms, in terms of size (market value of equity) and book-to-market ratio.
INSERT TABLE 14
On the one hand, as variables concerning the firm we incorporate size (ACTIVO), as well as return on assets in the year prior to the IPO (ROA). With this, we attempt to analyse if the greater uncertainty associated to smaller firms, as well as the return on equity of the firm prior to the IPO have an influence on the long-run performance.
On the other hand, we incorporate variables that compile characteristics of the IPO itself, such as the size of the issue (OFERTA), the reputation of the underwriter (REPUTACIÓN) 23 and the percentage of stocks retained in the offer (ALFA). We also include the level of underpricing of the IPO (LNARI), as well as the number of SEOs that the firm carries out from going public to the end of the sample period 24 . Smaller issues are usually more speculative; consequently, it should be these which obtain worse long-run returns. On the contrary, those issues for which highly prestigious underwriters have been chosen should present better long-run returns, due to the reinforcement of the reputation of the underwriter. Finally, and in line with the signalling hypothesis for the explanation of underpricing, proposed by Allen and Faulhaber (1989) , Welch (1989) and Grinblatt and Hwang (1989) , the best firms undervalue the initial offer to a greater extent, in order to get more funds in later SEOs, in which the firm will sell stocks at a price closer to their intrinsic value. Consequently, according to the signalling hypothesis, this type of firm is that which should present better long-run performance.
The results compiled in Table 14 reveal that the level of underpricing and the number of SEOs made by the firm, are positively related to the long-run performance of the IPOs. On the other hand, the rest of the variables are not statistically significant. That is to say, neither the size of the firm nor its return on assets enable conclusions to be drawn as to what will be its longrun performance. The same occurs to the characteristics of the offer, except its initial return, that presents a positive statistically significant relation with the returns obtained by the firm in the five years following the issue. Regarding the performance of the firm in the three years following the issue, this is affected by both the percentage of shares retained by the initial shareholders in the offer, and the number of SEOs performed by the firm from the IPO until the end of the study period.
In summary, in line with the results obtained, the information contained in the prospectus does not seem to act as an element for predicting the long-run performance of IPOs. On the other hand, we confirm the signalling hypothesis for explaining the anomalies associated with IPOs -underpricing and underperformance-.
The signalling hypothesis defines the issuer as the agent with more information about the current value and the risk of the firm's future cash flows compared to other agents participating in the IPOs, establishing the assumption that the firm that goes public, when deciding the price of the offer, explicitly considers the possibility of performing the subsequent SEOs (Allen and Faulhaber (1989) , Welch (1989) and Grinblatt and Hwang (1989) ). The signalling explanation implies the greater probability that firms with greater underpricing in the IPO:
(a) perform subsequent SEOs of shares, in which the firm can sell its shares at a price closer to their intrinsic price, when the market states its quality and (b) offer a larger amount of shares in the subsequent SEOs, since the firms follow a sales strategy in successive stages, retaining stocks in the issue -that is the undervalued offer and that represents the cost of signalling the quality of the firm-.
This hypothesis makes a prediction regarding the long-run performance of IPOs: if the firms underprice the stocks to signal their quality to the market, those of high quality should obtain better performance than those of low quality as a consequence of the price discount. The firms choose to underprice with the aim of later selling more stocks in the market, at a higher price than could be obtained in the the absence of the signal, which is incompatible with the observation of long-run underperformance. Only the firms whose stocks experience a good performance in their quotation should return to the capital market in a short period of time, as seems to be the case of the United States (Michaely and Shaw, 1994) , the United Kingdom (Levis, 1993b) and Germany (Ljungqvist, 1996) and, also, in line with this work, the Spanish case.
If a firm is capable of bearing the cost entailed in lowering the price of stocks it is conveying the signal of being a "good" firm and, foreseeably, will enjoy a greater market value as well as greater possibilities of obtaining future financing in the capital market. This theory postulates the existence of a positive relation between the level of underpricing and the value of the firm and, consequently, its future stock performance. High quality issuers underprice the IPO with the aim of paving the way towards the next SEO, in which it could sell new stocks, once the market knows the firm's real quality. 25 Finally, it is necessary to comment that the validity of this explanation and its implications depends on the fact that the firms really sell their shares in two 25 Welch (1989) has stated empirically that high quality firms underprice their IPOs to obtain a higher price in the subsequent SEO and that many issuers obtain substantial amounts of funds in the years following the IPO. Welch (1989) empirically contrasts his theoretical model on a database previously used by Beatty and Ritter (1986) and by Ritter (1984a Ritter ( , 1987 stages, as should occur in order to recover the cost of the signal, in line with the assumptions it establishes. It must be taken into account that there exist capital markets whose regulation requires the initial owners to abstain, during a period of time, from selling stocks in the market following the firm´s going public. This legal period is a minimum time in which the issuers cannot sell stocks and, the longer this period, the greater the probability that exogenous events are produced that dominate any effect that the underpricing signal could have created. This explains that the percentage of stocks retained by the initial owners is related to the performance obtained by the stocks in the three years following going public, whereas the initial returns do not reach conventional levels of statistical significance.
CONCLUSIONS
This work has a twofold objective:
The study of the long-run performance of IPOs in the Spanish capital market and
(ii) The determination of the usefulness of the information contained in the IPO information prospectus, to differentiate firms that have a high longrun performance (winners), from those that have a low performance (losers).
The results of the estimation of the long-run performance of the IPOs made between 1987 and 1997, in event windows of three and five years, reveal, in general, the non-existence of long-run underperformance, although the magnitude of abnormal returns depends on the methodology used and to a lesser extent on the weighting method and on the benchmark used for the adjustment of the IPOs returns. The existence or otherwise of long-run underperformance in IPOs is a methodological question that depends on the form of estimating the long-run abnormal returns. Thus, long-run underperformance is present when BHRs are used, but not when using other methodologies consisting in estimating mean monthly calendar-time returns and the Fama and French three-factor model-. Besides, the weighting method affects the results obtained, since when we use the equally weighted method the abnormal return obtained is lower than when using a value weighted approach. This result is consistent with a long-run underperformance concentrated in small firms.
Regarding the study of the relevance of the information contained in the IPO prospectus, the results of the logit analysis performed reveal that neither the characteristics of the offer, nor those of the firm are related to the behaviour of the stock price three and/or five years after the IPO. However, the percentage of shares retained in the offer influences the firm´s performance at three years, whereas the performance in the longer run -five years-is positively related to the initial underpricing of the IPO, as well as to the number of SEOs made since going public up to the end of the study period. This result confirms the signalling hypothesis for the explanation of the initial underpricing and long-run underperformance of the IPOs in the Spanish capital market.
Underpricing understood as a signal of the firm´s value argues that firms choose to undervalue with the aim of later selling more stocks in the market, at a higher price than they could obtain in the absence of the signal. Consequently, there should exist a positive relation between the level of underpricing of the IPOs and the long-run performance of the firm, which is confirmed with the results of this work. -Market return and number of days between the fixing price day and the first trading day.
-Price at the end of the first trading day.
-Future SEOs.
Initial returns are measured between the first subscription day and the first trading day. Aggarwal et al. (1993) Shaw (1971) Aggarwal et al. (1993) Kim et al. (1995) Stigler (1964 a, b) Simon (1989) Simon (1989) Stigler (1964 a, b) Cusatis et al. (1993) Loughran (1993) Loughran y Ritter (1995) Ritter (1991) Keloharju (1993) Levis (1993) McGuinness ( • Source: LOUGHRAN , T. et al. (1994): "Initial Public Offerings: International Insights". Pacific-Basin Finance Journal, vol. 2, pp. 165 -199. 1987 1988 1989 1990 1991 1992 1993 1994 1996 1997 The operational history is the number of years between the foundation of the company and the first trading day. This data has been obtained from the IPO prospectuses. The table shows the results of a buy-and-hold strategy on IPOs, after 12, 36 and 60 months from the first day of trading. Long-run returns are computed monthly up to the investment horizon considered (12, 36 and 60 months). Returns are adjusted by the return considered normal, that is alternatively the Madrid Stock Exchange General Index (value weighted index); an equally weighted index; a size portfolio return (size is measured by market value of common equity); a book-to-market portfolio return; a size and book-to-market portfolio return and, finally, control firms return.
***, **, * Statistically significant at the 1%, 5% and 10% level, respectively.
. After the year and number of IPOs each year, the seven following columns show the result of the estimation of the return on a strategy of buy-and-hold (BHRs) for five years after the IPO, the Madrid Stock Exchange General Index (IGBM), equally-weighted index, a size portfolio return (size is measured by market value of equity)(SIZE); a book-to-market portfolio return (B.M.); a size and book-to-market portfolio return (SIZE / B.M.) and, finally, control firms return (Control Firm). The six final columns show the results of wealth relative ratios (WR) of IPOs in relation to each of the benchmarks mentioned above. Wealth ratios are computed as the average of one plus the return of buy-and-hold IPOs after five years, divided by the average of one plus the return of the different benchmarks in the same investment horizon. The table shows the five years calendar time portfolio returns on IPOs from the first day of trading. After setting the five year horizon, the abnormal return on each IPO is computed for each month during the analysed horizon (five years in this case). Abnormal returns are computed in relation to the market index, both market value weighted and equally-weighted market indexes, a size portfolio return (size is measured by market value of equity); a book-to-market portfolio return; a size and book-to-market portfolio return and, finally, control firms return. The following step is to compute the average of each month's abnormal return for each IPO firm in the period considered, obtaining the abnormal return for each month. After that, we calculate the average of all the monthly abnormal returns during the sample period.
To test the null hypothesis of zero mean monthly abnormal returns, a t-statistic is calculated using the time-series standard deviation of the mean monthly abnormal returns. A standardized t-student statistic is also computed. This final statistic considers the heteroskedasticity of the portfolio abnormal return due to changes in its composition over time.
***, **, * Statistically significant at the 1%, 5% and 10% level, respectively. The table shows the three years calendar time portfolio returns on IPOs from the first day of trading. After setting the three year horizon, the abnormal return on each IPO is computed for each month during the analysed horizon (three years in this case). Abnormal returns are computed in relation to the market index, both market value weighted and equally-weighted market indexes, a size portfolio return (size is measured by market value of equity); a book-to-market portfolio return; a size and book-to-market portfolio return and, finally, control firms return. The following step is to compute the average of each month's abnormal return for each IPO firm in the period considered, obtaining the abnormal return for each month. After that, we calculate the average of all the monthly abnormal returns during the sample period.
***, **, * Statistically significant at the 1%, 5% and 10% level, respectively. The table shows the one year calendar time portfolio returns on IPOs from the first day of trading. After setting the one year horizon, the abnormal return on each IPO is computed for each month during the analysed horizon (one year in this case). Abnormal returns are computed in relation to the market index, both market value weighted and equally-weighted market indexes, a size portfolio return (size is measured by market value of equity); a book-to-market portfolio return; a size and book-to-market portfolio return and, finally, control firms return. The following step is to compute the average of each month's abnormal return for each IPO firm in the period considered, obtaining the abnormal return for each month. After that, we calculate the average of all the monthly abnormal returns during the sample period.
***, **, * Statistically significant at the 1%, 5% and 10% level, respectively. The table shows the results of the Fama-French three-factor model. Assuming that the investment horizon to be analysed is five years, we have calculated the monthly return on a portfolio composed of all IPO firms during a period of five years. To determine the return on a portfolio we have used an equally weighted return and also value-weighted return. The dependent variable is simple monthly return on the calendar-time portfolio-either equally weighted or value-weighted (the portfolio is composed of all IPO firms during the last five years). The independent variables are (1) RMRF is the difference between the return on a value-weighted market index and the monthly return on three-month Treasury bills; (2) SMB is the difference in the returns of value-weighted portfolios of small stocks and big stocks, and (3) HML is the difference in the returns of value-weighted portfolios of high book-to-market stocks and low book-to-market stocks. P-value 0,000 0,000 0,006
The table shows the results of the logistic regression analysis using offer characteristics and firm characteristics as independent variables. BHR5 is a dummy variable that takes on a value of 1 if the firm is a winner and 0 if it is a loser, using a 5 year post-IPO window. BHR3 is a dummy variable that takes on a value of 1 if the firm is a winner and 0 if it is a loser, using a 3 year post-IPO window. ASSETS is the natural logarithm of total firm assets in the year before the IPO. ROA is the return on assets in the year before the IPO. ALFA is the number of shares retained by the initial owners. OFFER is the natural logarithm of the actual offering size. REPUTATION: See Table 15 . The variable is coded three if the underwriter of the issue is highly experienced (GROUP 1); coded two if it is moderately experienced (GROUP 2) and coded one if neither apply (GROUP 3). LNARI is the natural logarithm of one plus the initial market-adjusted return. SEOs is the number of all seasoned equity offerings made by the firm from the IPO to the end of the sample period. ***, **, * significant at the 1%, 5% and 10% confidence level respectively. Wald-test values are shown in parentheses. 
